o

| 109719
URITID STATZS GInNZZLL ACCOULTING OFFilz
WASEINGTON, D.C. 2C5%8 W

FOR RELZASE ON DELIVERY
FEBRUARY 27, 1972

STATELENT OF
JOSIPHE P. NORMILE, ASSOCIATE DIRECTOR
LOGISTICS AND COMMUNICATIONS DIVISION

SUBCOMMITTEE ON PUBLIC BUILDINGS

AND GROUNDS ot
4"““‘) ‘
coma- IE ON PUBLIC WORKS Sé ©
\§D TRANSPORTATION v

UNITZD STATES HOUSE OF REPRESZNTATIVES
ON
BCTA"@ DEFAULT ON GZNEIRAL SERVICES
ADMINISTRATION PARTICIPATION

CiRTIFICATES, SERIES & TEROUGE = |

[

108719




1. CHAIAMAN, MELBERS OF THE SUSCOMIITTEL I WELCOME
THIS OPPORTUNITY TO DISCUSS TEE ZVENTS SURROUFDILIG TEE CLADMED DEFAULT
ON GENERAL SERVICES ADMINISTRATION'S SERIZS .ﬂ.—E PARTICIPATION CERTIFICATES.
TESSE 30-YEAR CERTIFICATES WERE ISSUED UNDER TEE PURCEASE CONTRACT
AUTZORITY CONTATNED IN PUBLIC LAW 92-313.

PURCEASE CONTRACT AUTEORITY

IC LAW $2-313, DATED JUKNE 16, 1972, AUTEORIZED

ta)

l_—.

SECTION 5 OF PUZ
GSA FOR 3 YEARS TO MAXE PURCHASE CONTRACTS WITH INDEPENDENT CONTPACTORS
WEICE WOULD FINANCE AND CONSTRUCT PURLIC BUILDINGS TO GSA SPECIFICATIONS.
GSA WOULD MAKE PERIODIC INSTALLMENT PAYWINTS DURING TEE CONTRACT PERIODS
TO AMORTIZE CONSTRUCTION AND FINANCING COSTS. AFTER T CONTRACT PERIOD,
HOT TO IXCEED 30 YEARS, TITLE TO TET BUTLDINGS WOULD TRANSFER TO TEE
GOVERIMENT.

IN SUFPORTING TEIS LAW GSA ASKED TEE CONGRISS IN 1971 FOR PURCEASE
CONTRACT AUTHORITY FOR 3 YEARS AS A STOPCAP DXPEDIENT FOR ELIMINATING
TEE 3ACKLOG OF CONGRESSIONALLY 4PPROVED SUT UNFUNDED FEDZRAL CONSTRUCTION
PROJECTS. AT TEAT TIME, GSA LISTED A 3ACKLOG OF 63 FROJECTS, WITA
SSTTMATED GONSTRUCTION COSTS OF ASOUT $750 MILLION, TEAT COULD BE BUILT
UNDER PURCEASE CONTRACT ARRANGEMENTS.

UTILIZING THIS LEGISLATION, GSA OBTAINED FINANCING ESTIMATED AT $1.856
BILLION FOR TEE CONSTRUCTION OF 68 PROJECTS.

—-FINANCING OF $697.1 MTLLION WAS CSTAINED FOR 29

PROJECTS TZROUGE THE SALE OF PARTICIPATION

CERTIFICATES UNDER FOUR SEPA._ﬂ:" TRUST INDENTURES.
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O03TAINED FOR 1€ FROJZCTS T=20UCE ‘SORI:OW_.-IGS
FROM TEE FEDERAL FINANCING RANK,

—FINANCING OF $425.5 MILLION WAS OBTAINED
FOR 23 PROJECTS FROM PRIVATE INVESTORS.

PARTICIPATION CERTIFICATES

PUBLIC LAW 92-313 AKD ITS LEGISLATIVE HISTORY ARE SILENT CONCERNING THE

- —— -

FINANCING OF FROJECTS WITH PARTICIPATION CIRTIFICATES. THE COMPTROLLER GENIRAL

E4S RULED, EOWEVER, TEAT THIS METHOD IS WITHIN TEE FRAMEWORK OF TZZ LAW.
TEE ATTORNEY GENERAL STATED TEAT THE PARTICIPATION CZRTIFICATZES ARE
AUTHEORIZED BY LAW AND TEAT THE CERTIFICATES ARE CGENZRAL O3LIGATIONS OF
TEE UNITED STATES, BACKED BY ITS FULL FAITH AND CREDIT. SINCE THZ
CERTIFICATES WERE CGZNERAL OBLIGA.TIONS.OF TEE UNITED STATES, TEZ SECURITIES

AND EXCZANGE COMMISSION CONCLUDED THAT TEEY WeRE ZX=rPT SECURITIEZS UNDER

TEE SECURITIES ACT OF 1933 AND TZE SECUTIRIES AND IXCEANGE ACT OF 1893h.
TEEZASFORE WZEN TEE CERTITICATTS WERE OFFERED AND SOLD, GSA DID NOT FAVE
TO COMPLY WITE TEE SEC REGISTRATION REQUIRIMENTS.

GSA ISSUED $697.1 MILLION OF PARTICIPA;ION_CERfIFICAEES UNDEIR FOUR

TRUST INDENTURES. ABOUT $652.77 MILLION OF CERTIFICATES WZ=E OUTSTANDING

‘-

AS OF SEPTEMSER 30, 1978.
—THE FIRST INDENTURE, DATED NOVEMBER 6, 1972,
CQVERED SERIES A TEROUGE E FOR A TOTAL OF
'$196,500,000. o
~—TEE SECOND INDENTURE, DATED DECZBZR 18, 1972,

WAS FOR SERIES F, IN TEE AMOUNT OF $200,000,000.
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--TE= TEIRD IKDENTURE, DATID MARCEZ 21, 2
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FOR SERIZS G IN TEE AMOUWT OF $126,000,000.

—T3E FOURTE INDENTURE DATED AUGUST 1, 1973, WAS
FOR SERTES E. TEIS INDZNTURE WITHE SUPPLIMENTS
TE=RETO (I 4AND J) COVERED $17L,610,000.

SERIES A TERQUGE E

PARTICIPATION CERTIFICATES, SERIES A TEROUCH E ARE COVERED BY A
TRUST INDEN TUiE BETWEZN GSA AND THE TRUSTZE,
FIRST NATIONAL CITY BANK. UNDER T ¥T PROVISIONS OF THE INDENTURE, TEE
BANK ACTS IN A DUAL ROLE (1) AS A TRUSTEE FOR TSE CERTIFICATE HOLDZRS

AND (2) AS PAYING AGENT FOR GSA. TEE 3ANK, ACTING AS TRUSTEE FOR THE

a1

CZRTIFICATE EOLDERS, EOLDS TEE PROCEEDS FROM TEE SALE OF CERTIFICATES

I¥ TRUST FOR DIS3URSEMENT UNDER DIAECTION OF GSA. TEE PROCEEDS WERE TO
3E ESLD INITIALLY IN A CONSTRUCTION FUND AXD A DEST SERVICE FUND 4ND
UTTLIZED FOR PAYMENT OF PROJECT CONSTRUCTION, INTSREST DURING CONSTRUCTION,
AND CTESR COSTS, SPECIFIED IN TSE INDINTUZE. WESH CZRTAIN EVENTS

OCCURED AS DESCRIBED IN TEE INDENTURS BALANCEZS FIMAINING IN TEE CONSTRUC-
TI0N FUND WERE TO BE TRANSFIRRED TO A COMPLETION FUND OR TO A PURCEASE

~ FUND.

T BANK, ACTING FOR GSA, PAYS INTEREST AMD PRINCIPAL TO THE CERTIFICATE
HOLDZRS AND COSTS AND EXPENSES TO CONTRACTORS FOR THE CONSTRUCTION OF FIVE
PROECTS. | | |

S SET FORTE IN THE INDENTURE, THE CIRTIFICATES ARE SUBJECT TO
OPTIONAL AND MANDATORY REDEMPTION. UNDER A MANDATORY SINKING FUND, A

rERCuNTAuE OF THE CERTIFICATES IS 'TO BE REDZMEED ﬂNNUALLI'SlAHlLNG
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NOVEMBER 1, 1976.
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1.50, 2ZSFEICTIVEZLY. TEE MANDATOFY ANNUAL PEIRCEINTAGE TO 2 PZDZZIMED IS

§OT BASED ON TEXZ AMOUNT OF THEE ISSUE, $1$6,500,000, BUT ON TEE "PRINCIPAL

AMOUNT OF TE: PURCEASE PRICE." THIS TERM IS DEFINED IN TAE INDENTURE TO

MEAN TET TOTAL AMOUNT PAID BY TEE TRUSTEEZ FROM TEE CONSTRUCTION;AND DE3T

SERVICE FUNDS (CONSTRUCTION COSTS, INTERZST DURING CONSTRUCTION, AND

OTESR COSTS) AND ANY AMOUNTS TRANSFERRED TO TEE COMPLETION FUND. TEE

PRINCIPAL AMOUNT OF TEZE PURCEASE FPRICT FOR SZRITS A TEROUGE E IS $211,800,716.47
UNDER CZRTAIN CIRCUMSTANCES GSA WA ENTITLED.TO CREDITS ACAINST

MANDATORY REDEMPTION AMOUNTS FOR CERTIFICATES PURCEASED ON TEE OPEN

MARKET. TO MEET THE MANDATORY SINKING FUND REDEMPTION ON NOVEMBER 1, 1976,

- CERTIFICATES 2MOUNTING TO $1,255,000 WEZRE CALLED AND REDEEMED AT PAR. GSA ALSO

TOOK A CREDIT FOR $1,200,000 FOR MARKET PURCEASES MADE IN 1976--A COM3INED

FDIMOTION OF $2,455,000. ON NOVEM3ER 1, 1977, $2,950,000 OF CERTIFICATES'

WERE CALLED FOR REDEMPTION. WITH RISPECT TO TEZ MANDATORY SCEEDULZD

RETTHOTION OF NOVEMBER 1, 1978, NO CALL WAS ISSUZD. PRIOR PURCHASES, MADE

'BY TEZ TRUSTEE GF TEE OFEN MARKET, WEPE USZD &S A CREDIT AGATINST TEE

FOVEMSER 1, 1678, INSTALIMENT.

1]

ON JANUARY 2, 1979, TEE PURITAN FUND, INC., OWNER OF $17,640,000

I

OF CERTIFICATES, NOTIFIED TEE TRUSTEE AND GSA TEAT TEE GOVEZRANMENT FATILED
TO PAY TEE MANDATORY SINKING FUND INSTALLMENT DUE ON NOVEMBER 1, 1978,
AND TEAT TET CREDIT CLATMED rOR PRIOR PURCEASES COULD NOT BE APPLIED |

ACATNST TSE NOVEMBER 1, 1978, MAKDATORY SINKING FUND INSTALLMENT.

DURITAN CONTENDED TEAT T=ZE= PURCEASES EAD TO 2E CLLTMED AS A CREDIT
AGCATRST TEE "NEZXT" SINKING FUND INSTALIM=NT OCCUAFRING MORE TEAN 45 DAYS




TH CASE BSCAME AN EVEWT OF DEFAULT AS DEFINED IN TAE INDENTURE
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CETDIT COULD ZAVE APPLITZD TO TEZ WEJD INSTALLMENT OF KROVZEZIR 1, 1977,

OF JANULZRY 29, 1§79, THEE TRUSTEZ KOTIFIZD TZE ROLDIRS OF PARTICIPATION
CIRTIFICATES TEAT THEE GOVERNMENT WAS NOT PROPERLY ENTITLED TO A CREDIT
AGATNST THE MANDATORY INSTALIMENT DUE OCTOBER 31, 1978, FOR CERTIFICATES
PREVIOUSLY PURCEASED BY THE TRUSTEE.  TSE TRUSTEIE ALSO INDICATED THAT
rTT MANDATORY REDEMPTIONS IN 1976 WERE SEORT BY $190,000 AND IN 1977 3Y

$225,000. T== TRUSTEE STATED EACE FAILURE TO PaY THE INSTALIMENTS

w
-

45 PROVIDED IN THE INDENTURE, IN THE EVENT OF DEFAULT THE TRUSTEE OR
HOLDERS OF 25 PERCENT OF THE OUTSTANDING CERTIFICATES MAY, BY NOTICE IN
WRITING TO THE CONTRACTING OFFICER, DECLAKE THE ENTIRE OUTSTANDING
CERTIFICATES DUE AND PAYABLE DOMEDIATELY.

TET TRUSTZE DID NOT DECLARE TEZ EINTIRE OUTSTANDING PRINCIPAL AMOUNT
OF TEEZ CEATIFICATSS DUE AND PAYABLE DRMEDIATELY, BUT IWDICATED TEAT 2
WOULD EVALUATE THFORMATION TO DETERMINT TEE APPROPRIATE COURSE OF ACTIOK.
== DTD STATT TEAT TEE GOVERNMENT DEPCSITED SUFFICIEZNT CASE WITH TEE TRUSTET

TO MAKET WEZCISSARY MANDATORY REDEMPTIONS TC CURE THE DEFAULT. IN TEIS

CONNZCTIOHN, 'GSA TRANSFERZED $4.1 MILIION TO TEZ TRUSTZZ ON JANUARY 19,

AND 26,,1979.
IT IS GSA'S POSITION TEAT BY VIRTUE OF TEZ FPATMENTS TO TA= TRUSTEE,

- -

TEE GOVERMMENT CURED TEE CLAIMED "EVENT OF DIFAULT", AND TEEREFORT TEE
RIGETS AND ?_1%-:;9135 UNDER TEE INDENTURE WEICE FOLLOW UPON TEE ZAPPENING
OF AN mq‘w‘ OF DEFAULT ARE NO LONGER APPLI casLE. . '
ON JANUARY 31, 1979, THE TRUSTEZ ISSUED A REDEMPTION NOTICE FOR TiZ
SEDEMPTION OF $3,595,000 PRINCIPAL AMOUWT OF PARTICIPATION CERTIFICATES

OK MARCE 2, 1979, AS FOLLOWS =




) HOVDGIR 1, 1578 INTIFZ CAZL $3,18¢,0C0
NOVEMSER 1, 1§77 SECZTACT 225,000

NOVEM3ER 1, 1976 SEORTAGE 190,000

TET SEORTAGE IH 1976 OF $190,000 IN TEEZ ANNUAL REDIMPTION TNSTALIMET

AND IN 1977 OF £225,000C WAS DUZ TO AN IRROR IN COMPUTIRG T=Z MANDATORY

R

REDDPTION AMOUNT. T== COMPUTATIOR WAS 3ASED OF A PEIRCEINTAGE OF TEZ FaCz

AMOUNT OF T=X CZRTIFICATES OF $196,500,000 24TTTR TEAN 3ASTD OF A
PTICINTAGE OF TEE PRINCISAL AMDUNT OF T=< PURCZASEZ PRICT OF $211,800,716.47.

FIAY IN REDEETMING CEZRTIFICATES, TED GOVZAANMENT

o

IV VIZW OF T=E

AGETED TO PAY, AS PART OF T=2 RIDEMPTION PRICZ, INTZFIST ON T 9 33,595,000

5

OF CIZRTIFICATEIS AT 9.3 FIRCINT rRO0M NOVREZR 1, 1978, TO T== -.ED""'":O'I

DATE. T== INT=RSST RATT ON SZRITS A TEROUGE E AVZRACIS A30UT 7.28

QFTTALL

SIRCEYT--4A 2 PFRCENT DIFFI=SNTIAL. T=E §.3 PZACINT RATE FOR T== SEORLT LI

oD T
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PTRTOD WAS BASTD ON T== YIZID FOR MAPVETASIZ TEZASURY STCURITIES WITI

A430UT 2 PIRCINT STLOW T== TFIASURY PATT AKFD TZADE AT SIZABLE DISCOUNTS
2TT0W P4R, RAEDEMPTION OF TE=Z ZHTIFE ISSUZ AT PAR WOULD 3E 3=4=FICIAL TO
T= CERTIFICAIE SOILDERS. ZOW=ZVER, IT WOULD COST TZ=Z COVEENMENT AN
=xT2A $3.75 MITIION TEZ FIRST YEZAR IN ADDITIORAL INTERST CCSTS ON T==

$187,825,000 OF OUTSTANDING CERTIFICATSS.

Mlie

MR. CZTATAMAY, TEaT CCNCLUDIS OUR CCGRLELRTS O ZRI=ZS A "'70(. 2 .
WEZ ART NOT IN A PCSITION 4T TEIS TDME TO COMIT ON T== CEETF ICATES

ISSUED PURSUAST TO INDESTURES F, G AND E.






